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CHAIR AND VICE CHAIR LETTER
-

Members of the Legislature:

We are pleased to present the California Transportation Commission’s (Commission) 2009 annual
report, approved on December 9, 2009, to you. The Commission fulfilled its promise to program the
remainder of the Proposition 1B funding under its purview, save the remaining cycles of State-Local Part-
nership Program. At the close of the 2008-09 fiscal year, the Commission had programmed more than
$10.8 billion in projects, and allocated over $3.9 billion, three years after the voters approved Proposi-
tion 1B.

Overall, the Commission allocated over $7.6 billion in state and federal transportation funding in the
2008-09 fiscal year, helping the state to achieve transportation construction activity in excess of $9 billion
in state construction contracts alone. Construction in the transportation sector was a bright spot in the
state’'s economy and looks to be one of the few major economic positives as 2010 approaches. This is the
fourth consecutive year that the Commission has allocated more than $4 billion to transportation projects.

As we look toward next year, transportation will face two major challenges. The first challenge is the
resolution of the state’s ongoing budget deficit. While Proposition 42 funding has remained intact, transit
capital and operating funds have been decimated. A healthy transportation system in California is one

in which all modes are performing well. Automobiles, transit, trucks, rail, and air travel interact to move
people and goods to and through this state. When one part of the system is suffering, the other parts
feel the pressure.

The Commission recognizes the tremendous pressure and strain you face in achieving the requirement
of a balanced budget. As pragmatists, we realize that all aspects of California government will need to
play a part in resolving the state’s fiscal crisis. We would make the following observations. First, trans-
portation funding supports one of the few job-creating sectors of the economy while also generating rev-
enue for the state’s treasury. Second, the longer the budget deficit is allowed to linger the more difficult
the atmosphere becomes for issuing transportation bonds, let alone other types of infrastructure bonds.
Given the state's precarious cash position as we enter 2010, a lack of bond proceeds will continue to
limit the Commission’s ability to allocate Proposition 1B funding for the balance of the 2009-10 fiscal
year, and beyond.

The second challenge deals with programming and funding the State Transportation Improvement Pro-
gram (STIP). The development of the 2010 STIP began this year with the Commission's adoption of the
2010 STIP fund estimate assumptions on June 10, 2009, and the adoption of the STIP fund estimate and
amendments to the STIP guidelines on October 14, 2009. The 2010 STIP program capacity is derived
primarily from Proposition 42 revenues transferred to the Public Transportation Account (PTA) and the
Transportation Investment Fund. The 2010 fund estimate faces major revenue risks that could substan-
tially impact the actual program capacity for the STIP. These revenue risks include potential Proposition
42 suspension or loans to the General Fund, PTA diversions, inadequate federal funding levels, and a
non-responsive bond market.



Much work needs to be done in 2010. California can no longer afford to operate as it has been and must
find new, stable, and innovative ways of generating transportation revenues while continuing to provide
enhanced mobility, and ensuring that funding decisions contribute to the most efficient and effective
transportation system. In 2010, Congress will have an opportunity to pass federal re-authorization
legislation that can affect much of what Americans care about most — the economy and jobs, national
security, energy policy, gas prices, environmental stewardship, and climate change. The Commission,
the Legislature, the Governor, and the state’s transportation stakeholders must work together towards
providing stable, sustainable, and growing transportation funding that will enable California to meet its
mobility, economic and environmental objectives, and provide Californians with the transportation net-
work they expect and deserve.

Sincerely,

ROBERT ALVARADO JAMES EARP
Chair Vice Chair



ISSUES FOR 2010
-

Six issues will capture the transportation community’s attention in 2010. The first continues to be the state’s ongoing
budget deficit and its impact on available transportation resources. The second concerns programming and fund-
ing the 2010 State Transportation Improvement Program (STIP). The third, as it was last year, is how to incorporate
greenhouse gas (GHG) reduction measures into the planning, programming and implementation of transportation
projects. The fourth is the preservation of the state’s transportation system, and how the needs continue to grow
beyond available resources. The fifth is the federal re-authorization and how it may impact California’s leveraging

ability. And finally, the continuing pursuit of reliable funding to address the state’s transportation system needs.

While these issues will require extra attention
and effort, the California Transportation Com-
mission’s (Commission) top priority will continue
to be working with the California Department

of Transportation (Caltrans) and transportation
stakeholders to deliver Proposition 1B projects
as promised.

Impact of State Budget on
Transportation Resources

Ongoing state budget challenges, combined with
reduced revenues from transportation taxes and
fees, are jeopardizing the delivery of existing
transportation capital programs. In December
2008, California projected a General Fund short-
fall of $S42 billion for the remainder of 2008-09 and
2009-10. Revisions to the 2008-09 Budget Act
and the amended 2009-10 Budget Act resulted in
diversions of transportation funding and loans to
the General Fund. While the Administration and
the Legislature have spared Proposition 42 fund-

ing, transit capital and operating funds have been
decimated to provide budget deficit relief.

Proposition 42 funding is critical due to the inter-
related nature of STIP funding to Proposition 1B
programs, such as the Corridor Mobility Improve-



ment Account (CMIA), State Route 99 Corridor current funding system and potential opportunities
Account (SR 99). Diverting Proposition 42 funding for improvement. A follow up summit will be held
could result in delayed Proposition 1B projects, in the spring of 2010 to review and formalize the
in addition to delayed STIP-only funded projects. work completed as a result of the 2008 summit.
Although the American Recovery and Reinvest-
ment Act of 2009, signed by President Obama in
February 2009, provided additional federal funding
that allowed some STIP projects to be delivered,
the Commission deferred allocations for 59 STIP
projects programmed in 2008-09. Including these
deferred 2008-09 allocations, there is an approxi-
mate $242 million shortfall in allocation capacity for
2009-10. The majority of the 2009-10 allocation
capacity is from Proposition 1B funds (Transporta-
tion Facilities Account (TFA)) in which availability
depends on the state’s ability to sell bonds.

Transit funding was reduced by diverting $363
million in 2009-10 Public Transportation Account
(PTA) funds and all spillover revenue to the Mass

Transportation Fund (MTF), with future spillover
revenues continuing to be diverted to the MTF
through 2012-13. In addition, Assembly Bill (AB)
10 (Chapter 10, Statutes of 2009) allows for

the Transportation Debt Service Fund (TDSF) to
receive transfers from the PTA for the purpose of
repaying current debt service on transit-related
general obligation bonds. In 2009-10, the TDSF is
authorized to receive a maximum of $225 million
from the PTA.

Transit is a critical component of the transporta-
tion system and plays a key role in California’s
effort to reduce traffic congestion particularly in
urbanized areas, and is a vital element in the ef-
fort to reduce GHG emissions that contribute to
global warming. To begin a productive analysis of
state funding for transit capital, the Commission
and the California Transit Association held a Tran-
sit Capital Summit in October 2008, to discuss

the challenges of public transportation operations,
and how transit capital projects are planned,
programmed and funded. The summit concluded
with a discussion of possible solutions and the de- reduced revenues from transportation taxes and fees,

Ongoing state budget challenges, combined with

velopment of an action plan with possible imple-
mentation measures focusing on the state of the

are jeopardizing the delivery of existing transportation

capital programs.



Programming and Funding the
2010 STIP

The STIP is a five-year planning document ad-
opted every two years that commits transporta-
tion funds for improving operations for rail, mass
transportation, local roads, and the state highway
system.

The 2010 STIP program capacity is derived pri-
marily from Proposition 42 revenues transferred
to the PTA and the Transportation Investment
Fund (TIF). Section 14524(c) of the Government
Code requires the fund estimate to base revenue
assumptions on existing law; however, exist-

ing law can not guarantee that revenues will be
realized over the fund estimate period. The 2010
STIP fund estimate faces major revenue risks
that could substantially impact the actual program
capacity. These revenue risk items are:

¢ TIF Transfers — Transfers of Proposition 42
gasoline sales tax revenues to the TIF have
been delayed or suspended in the past due to
budget shortfalls. There is a chance that these
transfers could again be suspended during the
fund estimate period because of continuing
state budget shortfalls.

¢ PTA Diversions — The 2009-10 Budget Act and
subsequent trailer bills reduced PTA funding by
diverting up to $363 million and all the spillover
revenue to the MTF, with future spillover diver-
sions continuing through 2012-13 (Chapter 14,
Statutes of 2009). The fund estimate also
accounts for $138 million per year to support
needs for transportation to Regional Centers. In
addition, AB 10 allows for the TDSF to receive

transfers from the PTA for the purpose of
repaying current debt service on transit-related
general obligation bonds. In 2009-10, the TDSF
is authorized to receive a maximum of $225 mil-
lion from the PTA.

¢ State General Fund Assistance — In December
2008, the state projected a General Fund short-
fall for the remainder of 2008-09 and 2009-10.
This shortfall required diversions of transporta-
tion funding and loans to the General Fund. If
revenue shortfalls are again experienced, avail-
able cash for programming new capacity will be
reduced.

¢ Federal Highway Funding — The Safe, Ac-
countable, Flexible, Efficient Transportation
Equity Act: A Legacy for Users (SAFETEA-LU)
expired on September 30, 2009. In addition,
the Federal Highway Trust Fund required cash
transfers from the U.S. General Fund in federal
fiscal years 2008 and 2009 in order to meet its
funding levels in the current Federal Highway
Act. This makes future levels of federal funding
uncertain.

¢ Bond Market — Proposition 1B, approved by
voters in November 2006, authorized the issu-
ance of general obligation bonds. The last sale
of these bonds was October 8, 2009, providing
funds for Proposition 1B transportation projects
currently under construction. It is estimated that
the amount provided will fund these projects
through June 30, 2010. Due to a struggling
economy and credit market, any future bond
sale date, and any proceeds apportioned to
Proposition 1B projects, is unknown.

Transportation and Climate
Action: Implementation of SB 375

As California is leading the nation in addressing
the issues of climate change, the Commission is
closely working with other state agencies and the

The 2010 STIP fund estimate faces major revenue Legis|ature to promote a Coordinated approach

to strategic infrastructure decisions. The Com-
mission supports the Strategic Growth Council
created by Senate Bill (SB) 732 (Chapter 729,

risks that could substantially impact the actual

program capacity.



Statutes of 2008) and looks forward to assisting
Caltrans as it addresses SB 391 (Chapter 585,
Statutes of 2009) to develop a California Trans-
portation Plan that will address how the state will
achieve the maximum feasible emissions reduc-
tions in order to attain a statewide reduction of
GHG to 1990 levels by 2020 and 80 percent
below 1990 levels by 2050.

Recognizing that the transportation sector is

the largest contributor, with 38 percent of the
state’s total GHG emissions, the Commission
has moved quickly to develop early action and
long term strategies to reduce GHG emissions
in transportation decisions. In 2008, subsequent
to the passage of the Global Warming Solutions
Act of 2006 (Chapter 488, Statutes of 2006), the
Commission adopted an addendum to the 2007
Regional Transportation Plan (RTP) Guidelines to
address climate change and GHG emissions dur-
ing the RTP process by promoting smart growth/
land use and modeling strategies to be consid-
ered in the preparation of RTPs.

While the current RTP Guidelines provide a strong
foundation to build upon in promoting sustainable
communities strategies required by SB 375 (Chap-
ter 728, Statutes of 2008) in transportation funding
decisions, developing RTPs that promote the
integration of land use, housing, and transportation
requires a sophisticated level of strategic planning
and coordination. Planning strategies to address
congestion, urban sprawl, interregional travel,
jobs/housing balance, and other elements of a
sustainable community, must now be incorporated
in the RTPs prepared by the state’s 18 Metro-
politan Planning Organizations (MPO). These
strategies place a responsibility on the MPO to
maximize strategic planning decisions to promote
a reduction of GHG emissions while ensuring that
the decisions made today can be maintained in
the future.

The Commission looks forward to adopting the
updated RTP Guidelines in the spring of 2010,
and as a result providing the necessary guidance
to the MPOs as they develop the next cycle of
RTPs and addressing GHG emission reduction

The basic principles of SB 375 to promote sustainable
communities in the planning process are a critical step

in promoting a future which addresses quality of life and

promotes a robust economy.

targets established by the California Air Resourc-
es Board. While the Commission expects there
will be a need to update the RTP Guidelines upon
federal re-authorization and anticipated adoption
of federal climate change legislation, the guid-
ance developed now is expected to provide for

a smoother transition to addressing new federal
climate change requirements.

The goals of AB 32 and SB 375 may be more diffi-
cult to achieve in the near term given the downturn
in the economy. However, the basic principles of
SB 375 to promote sustainable communities in the
planning process are a critical step in promoting a
future which addresses quality of life and promotes
a robust economy. While the Commission is taking
steps through the RTP Guidelines update process
to promote rational transportation investments that
are consistent with sustainable communities strat-
egies, the Commission looks forward to working
with the Legislature on clarifications to existing law
in order to establish a clear path towards achieving
California’s climate action goals.



Preservation of the State’s
Transportation System

California’s current transportation system is de-
teriorating while demand is increasing, adversely
affecting the operational efficiency of key trans-
portation assets, hindering mobility, commerce,
quality of life and the environment. California lacks
sufficient funding to preserve and maintain this
asset, and the cost of maintaining and preserv-

ing this asset is increasing due to the cumula-
tive effects of an aging system, growing traffic
demands, and rising costs. This is compounded
by existing transportation revenue sources that

are outdated and inadequate, resulting in funding

California lacks sufficient funding to preserve and streams that are fragmented, inflexible, insuffi-

maintain this asset, and the cost of maintaining cient, and unreliable. The instability and unpredict-
and preserving this asset is increasing due to the ability of the funding result in increased project

costs and delayed benefits, failing not only to
cumulative effects of an aging system, growing maintain the existing system adequately, but also

traffic demands, and rising costs. failing to respond to increasing demands.

The state’s existing transportation system, con-
sisting of state highways, local streets and roads,
aeronautics, and public transit and rail, is critical
to the safety, mobility and economic vitality of Cal-
ifornia, yet without sufficient funding, these assets
are currently deteriorating. On the state highway
system, more than 26 percent of the pavement

is distressed and needs rehabilitation or recon-
struction. Over the next 10 years, the level of
distressed pavement on the state highway system
is expected to increase to 60 percent. Caltrans
estimates that the cost of rehabilitating the state
highway system is more than $6 billion annually
but less than S2 billion is available. Without suf-
ficient funding, the condition of the state highway
system will continue to deteriorate and the costs
to maintain and rehabilitate will increase.

As vital links in the state’s transportation network,
local streets and roads represent approximately
81 percent of California’s roads. A March 2009




report prepared for a broad coalition of local and

regional agencies, “Statewide Local Streets &
Roads Needs Assessment” (www.savecalifornia
streets.org), rated the pavement condition of the
majority of the state's local streets and roads as
“at risk” and likely to deteriorate to “poor” in the
next 25 years, assuming current levels of funding.
The report estimated the unfunded backlog of
maintenance and rehabilitation work at S37 billion
today and $79 billion in 2033, without significant
funding increases.

As with the state highway system and the local
road network, public transit infrastructure is also
deteriorating under current funding conditions.
More than 20 percent of the nation’s bus fleet
and over 40 percent of the nation’s rolling stock
currently exceeds the recommended service

life. Fifty percent of stations are in substandard
or worse condition. In California, more than S1
billion is needed to cover total annual shortfalls of
revenue to support transit operating deficits as-
sociated with the maintenance of existing physical
condition and service performance.

California’s general aviation system is also
deteriorating under current funding conditions. In
California, aviation and related activities represent
nine percent of the state’s gross domestic prod-

uct. General aviation typically receives about $4
million annually for capital projects, which is insuf-
ficient when compared to an annual need of about
$8.5 million. Even before recent budget actions to
re-direct monies to the General Fund, the Aero-
nautics Account was not an adequate, reliable and
dedicated funding source for important safety,
security, capacity, airport land use compatibility,
and other related airport projects.

Federal Re-Authorization:
Key Issues for California

SAFETEA-LU lapsed on September 30, 2009. In
addition, the authorization dealing with aviation,
Vision 100, Century of Flight Authorization Act
of 2003, a four-year act, lapsed on September
30, 2007. In both cases, Congress has passed
resolutions to permit the lapsed authorizations
to continue.

In 2010, Congress will have the opportunity to
pass re-authorization legislation that can af-

fect much of what Americans care about most:
economy and jobs, national security, energy
policy, gas prices, environmental stewardship, and
climate change. Under the leadership of Governor
Arnold Schwarzenegger, the Business, Transpor-
tation and Housing Agency, Caltrans, and trans-
portation officials from across California reached
consensus on a basic set of principles that were
given to the California Congressional Delegation
in Washington, D.C. to consider in the upcoming
debate on the future of this nation’s transportation
policies. Above all, the Delegation was urged to
be bold and set forth a new and comprehensive
agenda to meet the needs of everyday Americans
on the issues that affect their daily lives. The
Commission has embraced these principles and
asks the Legislature to refer to these principles
as the opportunities arise to participate in this
debate:

¢ Ensure the financial integrity of the Highway and
Transit Trust Funds

¢ Rebuild and maintain transportation infrastruc-
ture in a good state of repair



e Establish goods movement as a national eco-
nomic priority

¢ Enhance mobility through congestion relief
within and between metropolitan areas

e Strengthen the federal commitment to safety
and security, particularly with respect to rural
roads and access

* Strengthen comprehensive environmental stew-
ardship

¢ Streamline project delivery
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The combined impact of increased costs, declining
revenue from the fuel tax, and growing awareness of
the causes and impacts of climate change, compels a

reassessment of how transportation infrastructure is

publicly financed.

Drastically fluctuating oil prices have affected
almost every transportation mode and have made
fuel taxes a less than reliable revenue source.
Drivers are reducing fuel consumption by switch-
ing their principal vehicle, driving less or choosing
more efficient vehicles. The combined impact of
increased costs, declining revenue from the fuel
tax, and growing awareness of the causes and im-
pacts of climate change, compels a reassessment
of how transportation infrastructure is publicly
financed. Congress should seek to broaden the
revenue base which contributes funding to the
Highway Trust Fund by looking at other sources
such as truck and vehicle fees, freight fees, and
revenue from carbon pricing mechanisms, to
provide additional resources. While other funding
sources may be possible in the future, fees based
on the number of miles driven seem to hold the
most potential for replacing fuel taxes. Congress
should be asked to confirm the feasibility of a Ve-
hicle Miles Traveled (VMT)-based fee system by
mandating the federal government to fully explore
a transition from the gas tax to a funding system
tied more directly to road use and impact on the
road system. To this end, Congress should set an
aggressive timetable to complete development of
a new VMT-based fee system with all due speed
through well funded research and development ef-
forts to identify the best option for system design
and technology.

The transportation community should collectively
encourage Congress to look for new and innova-
tive ways to provide reliable funding in the next
authorization of the Federal Surface Transporta-
tion Act.

Reliable Transportation Funding

While the needs are great, California’s current
transportation funding system is based primarily
on user fees such as fuel excise tax, sales tax on
fuel, weight fees, bridge tolls and transit fares. For
many years, the motor vehicle fuel excise tax was
an adequate user fee proxy for a driver's road us-
age. However, increased automobile fuel efficien-
cy, the emergence of alternate technologies, and
fixed taxation rates have eroded the fuel excise

CALIFORNIA TRANSPORTATION COMMISSION



tax’s ability to approximate road usage and fund
critical improvements and rehabilitation. In addition,

the state’s repeated diversions of transportation

funds to meet General Fund shortfalls create even The transportation community should explore new or

greater funding gaps and chronic instability. innovative revenue sources, and a funding structure that

The transportation community should encourage incorporates user fees, allowing consumers to choose

Congress to broaden the revenue base which
contributes funding to the state transportation
system. At the same time, the transportation
community should explore new or innovative
revenue sources, and a funding structure that
incorporates user fees, allowing consumers to
choose mobility options that are appropriately
priced. Mobility options could be priced to pay
for any indirect costs and reduced to pay for the
indirect benefits. The cost of driving, for example,
should be priced not only to reflect the cost

of road construction, repair, preservation and
maintenance, but also the environmental costs of
driving. Similarly, the cost of riding a bus should
be priced to capture the benefit of not driving a
car. Further, mobility should be viewed as a utility,
where everyone has the right to a minimum level
of service and is given the choice and flexibility to
purchase higher levels of service.

In addition to a federally structured VMT fee,
California should retain the fuel excise tax. This
tax, tied directly to fuel consumption, should be
restructured to reflect the environmental impacts
of fuel consumption. The distribution of excise

tax revenues from general aviation should also be
addressed to provide sufficient funding for general
aviation. The excise tax could also be used to
address some of the national security implications
of fuel consumption. For example, the fuel excise
tax could be used to fund the development of
alternate propulsion technology.

Another critical component of this transportation
funding structure is tolling and congestion pric-
ing. Tolls, which are a direct user fee, have the
potential to generate revenues for construction
of new infrastructure projects and for the costs
of operating and maintaining new or existing
infrastructure. Congestion pricing uses tolls to
control and reduce travel demand in order to

2009 ANNUAL REPORT

mobility options that are appropriately priced.

maintain throughput. Drivers have the choice of

taking either the tolled express lanes which are
priced to be less congested, or the free lanes.
California should greatly expand the use of con-
gestion pricing in order to offer increased oppor-
tunities for people to purchase greater mobility as
well as a way to subsidize transportation alterna-
tives.

California should also continue to assess and col-
lect commercial weight fees. Fees for commercial
vehicle registration based on weight generate
approximately $1 billion annually. Such fees could
address the traffic congestion and air pollution
costs of goods movement and place the cost of
trade on those who directly benefit.

With the implementation of a federal VMT fee
and a revised excise tax, the Legislature should

11



consider eliminating the dedication of state sales
tax on gasoline for transportation funding. Rather
than a boon to transportation, dedication of the
state sales tax revenue on gasoline has exacer-
bated the instability of transportation funding by
placing it at the mercy of the General Fund.

While not a success at the state level, directing
general sales tax revenue to transportation is criti-
cal to funding transportation improvements at the
regional or local level, primarily through local sales
tax measures. The Legislature should consider
reducing the percentage required to pass local
sales tax measures, increasing the ability of local
agencies to generate funding for transportation.

Delivering Proposition 1B
Projects in a Challenging
Economic Environment

With the passage of Proposition 1B in November
20086, the citizens of California authorized an un-
precedented investment of more that $19 billion
in transportation programs to relieve congestion,
facilitate goods movement, improve air quality,
and enhance the safety of the state's transporta-
tion system. Through the close of the 2008-09 fis-
cal year, the Commission has programmed $10.7
billion of the $11.625 billion of the Proposition 1B
funds within its purview and allocated $3.8 billion
of the programmed funds, primarily to projects

that were ready to commence construction.

Unfortunately, the state’s current economic condi-
tion has placed these projects at risk. State rev-
enues from all sources have continued to decline,
negatively impacting project delivery schedules.
The $3.8 billion of Proposition 1B projects cur-
rently under construction are funded only through
June 2010 and more than $400 million of shovel
ready projects are stalled until additional bond
funds are available for these projects. As every $1
billion of construction projects generates 18,000
jobs in California, the Commission believes that
these transportation infrastructure projects should
be the highest priority for bond funding, putting
Californians back to work building a better trans-
portation system and a stronger economy.

The ongoing economic downturn also threat-

ens local funding for Proposition 1B projects.
Nineteen counties in California have adopted
local sales tax measures to fund transporta-

tion improvements, including local contributions
to Proposition 1B projects. As local sales tax
revenues have declined as much as 20 percent in
the last two years, project sponsors may have dif-
ficulty meeting existing local funding commitments
to Proposition 1B projects or funding potential
cost increases. In addition, many local agencies
issue bonds against future sales tax revenues to
raise funds to pay current project costs and may
have difficulty issuing such bonds given the tight
credit markets. The Commission is concerned
that these local funding constraints may threaten
Proposition 1B projects, even when state bond
funds are available, and is committed to working

State revenues from all sources have continued with project sponsors to develop funding strate-

to decline, negatively impacting project delivery gies to keep projects moving.

schedules.



OVERVIEW OF 2009

The California Transportation Commission (Commission) shifted from programming to implementation mode for

the nine Proposition 1B programs before the close of fiscal year 2008-09. The Commission has programmed all
Proposition 1B dollars within its purview with the exception of the remaining cycles of the State-Local Partnership
Program (SLPP). Detailed descriptions and progress of Proposition 1B programs are provided in subsequent
sections of this annual report. The Commission has also worked with statewide transportation stakeholders to
deliver other programs within its purview, allocating over $7.6 billion in state and federal transportation funding

in the 2008-09 fiscal year, helping the state to achieve transportation construction activity in excess of $9.0 billion

in state construction contracts alone. This outcome, considering the ongoing budget uncertainties, highlights the

strong and dedicated commitment of all those involved.
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STATE TRANSPORTATION
IMPROVEMENT PROGRAM

The State Transportation Improvement Program (STIP) is the biennial five-year plan adopted by the Commission
for future allocations of certain state transportation funds for state highway improvements, intercity rail, and
regional highway and transit improvements. State law requires the Commission to update the STIP biennially, in

even-numbered years, with each new STIP adding two new years to prior programming commitments.

STIP funding comes primarily from Proposition
42 Transportation Investment Fund (TIF) transfers
(gasoline sales tax), Proposition 1B bond pro-
ceeds (Transportation Facilities Account (TFA)),
and the Public Transportation Account (PTA).

STIP Allocations

In July 2008, the Commission notified the Leg-
islature that the suspension of Proposition 42
funding in 2008-09 will result in developing a new
fund estimate for the remainder of the 2008 STIP
period, the reprogramming of the 2008 STIP, and
the postponement of STIP allocations until the
adoption of the amended 2008 STIP. During the
first two months of the 2008-09 fiscal year, the
Commission made STIP allocations conditional on
the enactment of the budget and the full fund-
ing of Proposition 42. The Legislature ultimately
enacted the 2008-09 budget without suspending
Proposition 42.

As a result of the state's economic conditions,
the anticipated tax revenues were not received as
assumed in the 2008 fund estimate. In addition,
the state was unable to sell sufficient Proposition
1B bonds to support construction ready projects.
The allocation capacity of the 2008-09 STIP was
$1.348 billion, with approximately $1 billion in bond
funds. Allocations were made through the Decem-
ber 2008 meeting, but were then suspended. The

14



Governor declared a fiscal emergency in De-
cember and the Pooled Money Investment (PMD)
Board suspended PMI Account loans (covering
bond funded projects). No new contracts could
be awarded. There was concern that ongoing con-
struction projects would have to be suspended,
although that did not ultimately occur.

Beginning with the January 2009 meeting, al-
locations were limited to emergency and safety
projects only. On February 17, 2009, President
Obama signed the American Recovery and Re-
investment Act of 2009 (Recovery Act). Some
STIP projects were instead delivered with these
Recovery Act funds. In April 2009, Commis-
sion staff recommended that STIP allocations be
limited to Transportation Enhancement (TE) and

time, the Department of Transportation (Caltrans)
began keeping a list of delivered but not yet
allocated STIP projects. By June 30, 2009, 59
STIP projects programmed in 2008-09 for a total
of $93.3 million were delivered, but not allocated.
These projects remained eligible for allocation in
2009-10.

The 2009-10 allocation capacity is insufficient
to fund the remaining 2008-09 projects and the
2009-10 projects. Due to this funding shortfall,

Planning, Programming and Monitoring (PPM) The 2009-10 allocation capacity is insufficient to fund

and allocations resumed on this limited level in
May 2009. In addition, there was a successful
bond sale in April allowing for some Proposition
1B STIP allocations. Additional Proposition 1B

the remaining 2008-09 projects and the 2009-10 projects.
Should the Legislature suspend Proposition 42 in the

future, the Commission would be forced to delay projects

STIP allocations were made based on private
placement bond sales agreements. During this

2009 ANNUAL REPORT

over multiple years.
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the Commission developed and adopted an al-
location plan for the 2009-10 year of the STIP.
Consistent with previous allocation plans, this
plan was based on a set of principles, priorities
and information received from Caltrans and re-
gional transportation agencies, as well as recom-
mendations of projects that could be delayed or
funded from other sources. The Commission
resumed its STIP allocations for the 2009-10
fiscal year in August, consistent with the adopted
allocation plan.

Proposition 42 funding remains at risk as long

as the state’s General Fund budget remains in a
deficit. Should the Legislature suspend Proposi-
tion 42 in the future, the Commission would be
forced to delay projects over multiple years. The
Commission recognizes that the Administration
and the Legislature face serious challenges in
resolving continuing budget deficits. However,
under the current funding structure, these are the
only funds available to help Californians tackle
mobility issues while stimulating the state’s falter-
ing economy.

2010 STIP Fund Estimate

The development of the 2010 STIP began this
year with the Commission’s adoption of the 2010
STIP fund estimate assumptions on June 10,
2009, and the adoption of the STIP fund estimate
and amendments to the STIP guidelines on Oc-
tober 14, 2009. The Commission had exercised
its option under state law to delay the adoption
of the fund estimate beyond the statutory August
15 date because of state budget delays. The
Commission will adopt the 2010 STIP on May 19,
2010.

The 2010 STIP fund estimate assumptions pro-
vide the basis for forecasting available capacity
for the 2010 STIP and State Highway Operation
and Protection Program (SHOPP). Key assump-
tions include:

¢ Fuel Excise Tax revenues continue to decrease
by 2.2 percent into 2010-11, then revenues will
increase by 0.9 percent per year.

¢ Weight Fee revenues will increase by 1.7 per-
cent each year over the fund estimate period.

¢ Federal Obligation Authority remains at the
$3.05 billion level (same as 2008-09 actual)
through the fund estimate period. The August
redistribution is assumed to be $106 million per
year based on the past five-year average.

e PTA revenues from gasoline and diesel fuel
sales tax are based on historical revenues and
trends, with revenues from gasoline sales tax
resulting in $311 million and revenues from
diesel fuel sales tax resulting in $1.4 billion over
the fund estimate period.

® Proposition 42 revenues, assuming an average
gasoline price of $2.50 over the fund estimate
period, will produce an average annual transfer
of $1.5 billion, with approximately $605 million
retained in the TIF for the STIP. The fund esti-
mate also assumes that the Legislature will not
suspend Proposition 42 over the fund estimate
period.

¢ Any unallocated Proposition 1B TFA funded
projects will be allocated in 2009-10.

The 2010 STIP fund estimate, for the five year
period of 2010-11 through 2014-15, identifies ap-
proximately $370 million in net new capacity avail-
able mainly from the two years added to the STIP
(2013-14 and 2014-15) as well as net decreases
in capacity for the earlier years. This $370 million
includes $197 million in federal TE funds, $99
million from the TIF and the TFA, and S75 million
in the PTA. In addition, programming of the 2010
STIP will include $3.1 billion in carryover capacity
from projects carried over from the 2008 STIP.

These numbers do not reflect the current year
issues, where revenues have not been sufficient
to fund current STIP programming. This will result
in delays and reprogramming of 2009-10 projects
into 2010-11 and beyond. The following tables
show available STIP capacity over the six-year
period including 2009-10.



2010 STIP Shares and Targets

The 2010 STIP fund estimate indicates that there
is no new programming capacity in either the PTA
or in the flexible fund sources (made up of TIF
and TFA). Including the current 2009-10 fiscal
year, there is a projected reduced program ca-
pacity in both PTA (-S1 million) and flexible funds
(-$81 million). Also, unlike prior cycles, the 2010
STIP fund estimate only contains STIP targets

for the new statewide TE capacity of $195 million
through 2014-15. Tables showing the fund esti-
mate reconciliation to shares and the TE targets
appear on the following pages. The flexible funds
are significantly over-programmed (under-funded)
in the early portion of the 2010 STIP period. The
2010 STIP will be smaller; no new projects will be
added and a few of the existing projects may be
removed or delayed.

Summary of 2010 Fund Estimate — STIP Capacity Over 6 Years (dollars in millions)

Carryover Capacity
(programmed) New Capacity Total
Public Transportation Account (PTA) $888 S-1 5887
Highway/Roads (TIF Prop 42, TFA Prop 1B) $3,260 S-81 $3,179
Federal Transportation Enhancement (TE) S304 S$195 S499
Total $4,452 $113 $4,565
The following table is a breakdown of the $4.565 billion total STIP capacity by fiscal year.

Summary of 2010 Fund Estimate — STIP Capacity by Year (dollars in millions)
2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 Total
Transit (PTA) S5 $389 $244 $249 S0 S0 $887
Roads (TIF, TFA) $999 $426 $426 $426 $451 $451 $3,179
Enhancement (TE) $83 383 $83 383 $83 S84 $499
Total $1,087 $898 $753 $758 $534 $535 $4,567

Any differences are due to rounding.
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2010 STIP Fund Estimate

PUBLIC TRANSPORTATION ACCOUNT (PTA)

Target Capacity

Total Target Capacity

2008 STIP Program'
Changes to 2009 Orange Book®
Extensions
Delivered But Not Allocated
Advances

Net

Capacity for County Shares

Cumulative

NON-PTA (SHA, TIF, TFA)

Target Capacity
GARVEE Debt Service
TE State Match

Total Target Capacity?

2008 STIP Program'
Changes to 2009 Orange Book®
Extensions
Delivered But Not Allocated
Advances

Net

Capacity for County Shares

Cumulative

TRANSPORTATION ENHANCEMENTS (TE)

Target Capacity (Federal)
TE State Match

Total Target Capacity

2008 STIP Program'
Changes to 2009 Orange Book®
Extensions
Advances

Net

Capacity for County Shares

Cumulative

TOTAL FE (PTA, NON-PTA and TE) CAPACITY

Total Capacity

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 5-Year Total 6-Year Total
$5 $390 $245 $250 $0 $0 $885 $890
$5 $390 $245 $250 $0 $0 $885 $890

$75 $319 $243 $251 $0 $0 $813 $887

$3 43 $0 $0 $0 $0 ($3) $0

$0 $0 $0 S0 S0 $0 $0 $0

$1 $0 S0 $0 30 30 S0 $1

$0 S0 S0 $0 $0 S0 ) S0

$79 $316 $243 $251 $0 $o $810 $888

($74) $71 $2 (1)) $0 $0 $72 (CY))
$74) $2) ($0) [C1)) 1 (C3)]

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 5-Year Total 6-Year Total

$1,081 $508 $508 $508 $533 $533 $2,590 $3,670
(573 (673 (73 ($73) ($73) (673 ($365) ($437)
(59 ($9 ($9) (59 ($9) ($9 ($45) ($54)
$999 $426 $426 $426 $451 $451 $2,180 $3,179
$848 $714 $654 $707 $0 $0 $2,076 $2,923
[€0)) $0 (S $0 S0 $0 (S} ($6)
$122 $7 $0 $0 $0 $0 $7 $129
$214 $0 $0 $0 $0 $0 $0 $214
$0 S0 S0 $0 $0 S0 S0 $0
$1,179 $721 $653 $707 $0 $0 $2,081 $3,260
($180) ($295) ($227) ($281) $451 $451 $99 $81)
($180) ($475) ($702) ($983) ($532) $81)
2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 5-Year Total 6-Year Total
$74 $74 §74 $74 $74 $74 $371 $445
$9 $9 $9 $9 $9 $9 $45 $54
$83 $83 $83 $83 $83 $83 $416 $499
$82 $81 $74 $64 $0 $0 $219 $301
$2 N (S0 (S $0 $0 ($3) (S
$2 $2 S0 $0 $0 $0 $2 $5
$0 $0 S0 $0 30 $0 S0 $0
$86 $82 $73 $63 $0 $0 $218 $304
$3) $1 $10 $20 $83 $83 $197 $195
$3) [C1)) $8 $28 $112 $195
2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 5-Year Total 6-Year Total
($256) ($222) ($215) ($262) $534 $534 $369 $113

Notes:

General note: Numbers may not add due to rounding.

12008 STIP from August 2009 “Orange Book.”
2 Includes TFA capacity of $573 million in 2009-10.
3 Adjustments to 2009 “Orange Book" for Commission actions through September 2009.



2010 STIP TE Targets

County TE Target
Alameda 5,299
Alpine/Amador/Calaveras 897
Butte 1,013
Colusa 266
Contra Costa 3,434
Del Norte 257
El Dorado LTC 649
Fresno 3,661
Glenn 283
Humboldt 1,026
Imperial 1,743
Inyo 1,398
Kern 4,830
Kings 721
Lake 438
Lassen 651
Los Angeles 32,417
Madera 651
Marin 1,003
Mariposa 264
Mendocino 968
Merced 1,169
Modoc 345
Mono 1,038
Monterey 1,881
Napa 621
Nevada 541
Orange 9,796
Placer TPA 1,030

County TE Target
Plumas 393
Riverside 6,941
Sacramento 4,552
San Benito 340
San Bernardino 9,100
San Diego 10,734

San Francisco 2,707
San Joaquin 2,385
San Luis Obispo 1,926
San Mateo 2,822
Santa Barbara 2,192
Santa Clara 6,208
Santa Cruz 1,094
Shasta 1,111

Sierra 185

Siskiyou 768
Solano 1,624
Sonoma 2,007
Stanislaus 1,848
Sutter 417

Tahoe RPA 270
Tehama 558

Trinity 398

Tulare 2,265
Tuolumne 452
Ventura 3,216

Yolo 872

Yuba 319
Statewide Regional 145,994
Interregional 48,665

TOTAL

194,659
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2009 REPORT ON COUNTY AND INTERREGIONAL
SHARE BALANCES

Section 188.11 of the Streets and Highways Code mandates that the Commission maintain a record of STIP county
share balances and that it make the balances through the end of each fiscal year available for review by regional

agencies not later than August 15 of each year.

On August 1, 2009, the Commission issued its
twelfth annual Report of STIP County and Inter-
regional Share Balances. The report included

the 2008 STIP adopted in May 2008, including
technical adjustments approved in June and July
2008, and allocations and other actions ap-
proved through June 30, 2009. The balances in
the report were based on the allocation capacity
identified through 2012-13 in the 2008 STIP fund
estimate, adopted in October 2007. The bal-
ances also included all current cash commitments
made for Assembly Bill (AB) 3090 (Chapter 1243,
Statutes of 1992) reimbursements.

The following table provides a summary of the
status of each individual county share and the
interregional share. The table displays the total
share amount, the amount programmed, and the
unprogrammed balance or balance advanced for
each county and the interregional share.
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Summary of STIP Share Balances
June 30, 2009 (dollars in thousands)

Share Share Unprogrammed Balance
County Amount Programmed Balance Advanced
Alameda $104,862 $93,060 $11,802 S{0)
Alpine-Amador-Calaveras 10,539 5,540 4,999 0
Butte 32,110 26,562 5,548 0
Colusa 5,986 4,864 1,122 0
Contra Costa 141,604 115,127 26,477 0
Del Norte 8,208 22,707 0 14,499
El Dorado LTC 21,357 28,862 0 7,505
Fresno 82,206 81,884 322 0
Glenn 9,889 8,896 993 0
Humboldt 26,359 20,059 6,360 0
Imperial 59,392 59,148 244 0
Inyo 44,341 34,151 10,190 0
Kern 264,073 266,511 0 2,438
Kings 46,458 66,794 0 20,336
Lake 25,478 21,843 3,635 0
Lassen 21,794 18,289 3,505 0
Los Angeles 1,206,902 1,096,530 10,372 0
Madera 29,248 26,413 2,835 0
Marin 31,606 59,150 0 27,544
Mariposa 9,800 7,591 2,209 0
Mendocino 50,637 50,547 90 0
Merced 43,922 45,782 0 1,860
Modoc 12,669 13,122 0 453
Mono 36,954 28,532 8,422 0
Monterey 160,049 165,083 0 5,034
Napa 38,466 38,696 0 230
Nevada 33,651 28,604 5,047 0
Orange 395,854 395,640 214 0
Placer TPA (42,208) 10,957 0 53,165
Plumas 18,169 10,316 7,853 0
Riverside 266,836 285,169 0 18,333

continued on next page
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Summary of STIP Share Balances
June 30, 2009 (dollars in thousands)

Share Share Unprogrammed Balance
County Amou